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The  1920  Soft  Coal 

Shortage 


Underlying  Reasons  for  It 
And  How  It  Was  Overcome 


LETTER  of  GEORGE  OTIS  SMITH 

Director  of  the  United  States  Geological 
Survey,  to  Senator  Walter  E.  Eldget  of  the 
United  Suites  Souite  Committee  <m  Re- 
cons  truetion  and  Production,  in  which 
the  Writer  analyzes  the  Recent  Bitumi- 
nous Emergency,  and  tells  what  the 
Operators,  in  conjunction  with  the 
Railroads  and  the  Interstate  Commerce 
Gcmimission  did  to  save  the  Nation  from 

threatened  disaster. 


THE  NATIONAL  COAL  ASSOCUTION 
Washingtan,  D.  C 


THE  "MOST  ACUTE  CAR  SHORTAGE  IN  HISTORY" 
RESPONSIBLE  FOR  THE  SOFT  COAL  EMERGENCY. 

— ^Directcnr  George  Otis  Smith,  in  his  letter 
to  Senator  Walter  E.  Edge. 


lEWS  on  the  coal  situatkm,  expiesBed  by  George  Otb  Smith, 


^  who  has  been  head  of  the  United  States  Geological  Survey  for 
more  than  thirteen  years,  have  the  woght  of  authority  as  well  as 
the  impress  of  impartiaUty. 

Bom  in  Maine  in  1871,  and  educated  at  Colby  College,  whm  he 
leceiyed  a  master's  degree,  and  later  at  Johns  Hopkins  University 
where  the  degree  of  Ph.  D.  was  conferred  upon  him,  Mr.  Smith 
first  identified  himself  with  the  practical  field  work  of  his  profes- 
sion in  1893.  His  intimate  study  of  the  geology  of  various  states 
m  the  West,  Northwest  and  New  England,  led  to  his  employment 
by  the  United  States  Geological  Survey  in  1896.  In  1907  he  had 
reached  the  highest  post  m  this  bnnch  of  the  Government  service. 

Mr.  Smith  is  the  author  of  reports  on  areal,  economic,  petro- 
graphic  and  physiographic  geology  m  puUications  of  the  United 
States  Geological  Survey.  He  is  a  fellow  of  the  Geological  Society 
of  America,  as  well  as  the  American  Association  for  the  Advance- 
ment of  Science,  and  is  a  member  of  a  number  of  other  distinguished 
organizations,  including  the  American  Institute  of  Mining  Engi- 
neers' and  the  Mining  and  MetaUurgic^  Society  of  America. 


Department  of  the  Interior 
Unitbd  Statbb  Geolooicai«  Susvbt 

washington 

Office  of  the  Director. 

December  18,  IMO. 

Hon.  Walter  E.  Edge, 
United  States  Senate. 

My  Dear  Senator  Edge: 

The  letter  of  your  Secretary,  asking  my  views  on  the  present 
situation  in  the  coal  industry  and  the  reasons,  if  any,  for  the  pre- 
vailing shortage  and  high  prices,  had  been  received  in  my  absence. 
The  ktter  raises  many  questions  pertinent  indeed  to  the  problems 
of  the  consomer  who  has  had  to  pay  high  prices  for  his  coal,  but 
somewhat  outside  the  province  of  the  Geological  Surv^.  TiiOBe 
of  us  in  the  Survey  who  have  been  watching  coal  Juive  a  certain 
detached  point  of  view,  dismterested  and  I  hope  impartial  also. 
Our  concern  has  been  primarily  with  the  resources,  and  from  that 
point  of  departure  we  have  for  forty  years  been  collecting  statistics 
of  production  of  coal  and,  more  recently,  of  the  distribution  and 
consumption  of  coal.  We  have  been  forced  to  take  a  long-time 
view  of  the  industry  and  to  couuder  this  year's  developments  in 
reUtion  to  those  of  past  decades,  so  while  I  feel  myself  quite  unable 
to  advise  you  oraioenung  tiie  details  of  costs,  prices,  and  margins, 
I  may  perhaps  be  able  to  sketch  the  broader  outlines  of  the  situa- 
tion which  had  prevailed  during  the  last  two  years,  outlines  which 
now  seem  to  me  fairly  clear — for  there  arc  certain  fundamental 
facts  against  which  the  present  condition  of  the  coal  trade  must 
be  viewed  as  a  background,  if  it  is  to  be  seen  clearly. 

In  this  array  of  the  facts  pertinent  to  this  discussion,  which  is 
longer  than  you  may  desire,  and  indeed  in  the  statement  of  opinions 
as  well,  I  am  indebted  to  Mr.  F.  G.  Tryon,  the  geologist  in  charge 
of  the  Survey's  coal  statistical  inquiries;  but  aa  a  result  of  frequent 
discussion  of  the  coal  problems  in  the  past  18  months,  Mr.  Tlyon 
and  I  are  in  full  agreement  as  to  what  arc  the  facts  and  what  are 
the  deductions  therefrom. 

At  the  outset  a  sharp  distinction  must  be  made  between  the 
anthracite  and  the  bituminous  industries.  Though  both  types  of 
-  coal  are  used  for  domestic  purposes— in  1917  about  53,000,000 
net  tons  of  anthracite,  and  57,000,000  tons  of  bituminous— the 
industries  producing  them  differ  so  radically  in  organization,  and 
the  industrial  demand  for  th^  is  so  miequal,  they  must  be  con- 
ndered  separately. 
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The  present  letter  will  therefore  be  confined  to  bituminous  cool 
and  a&thradte  wili  be  made  the  subject  oi  a  subsequent  ktt^. 

THE  NATURE  OF  COAL  PRICES. 

In  studying  the  bituminous  coal  prices  there  are  two  facts  of 
fundamental  importance  which  must  be  kept  in  mind.  The  first 
is  that  coal  is  a  necessary  of  life,  and  that  the  demand  for  it  is 
highly  inelastic.  For  not  only  is  coal  a  necessary,  but  it  is  one 
for  which  substitutkm  oai  a  laige  scale  is  impossible.  We  simply 
cannot  cut  fiie-wood  enough  to  mi^e  a  dent  in  the  nation's  fuel 

budget.  Even  the  much  heralded  competition  of  fuel 
Demand  oil,  we  now  see,  has  had  an  insignificant  effect  on  the 
for  Coal  demand  for  coal,  simply  because  to  replace  any  large 
Inelastic,  amount  of  coal  would  require  so  much  oil  as  to  force 

up  the  price  of  oil  to  a  point  where  there  would  be  no 
advantage  in  the  substitution.  Rather  than  go  without  coal 
people  will  pay  double  or  quadruj^e  the  price  of  ordinary  times. 
Od.  the  other  hand,  if  you  were  to  cut  the  price  in  half  and  sell  at 
less  than  the  cost  of  production,  srou  could  not  disD<»e  o$  more 
coal,  except  as  people  might  take  advantage  of  the  low  prices  to 
add  to  their  stocks.  This  is  the  first  point  to  remember.  The 
second  is  that  this  rigid  and  unyielding  demand  is  in  times  of 
shortage  concentrated  upon  a  limited  part  of  the  total  output, 
namely,  that  portion  available  for  spot  delivery  known  as  "free 
coal."  At  any  one  time  the  bulk  of  the  coal  shipped  is  under  con- 
tract and  only  a  fraction  of  it  is  available  to  meet  the  spot  demand. 
Nobody  knows  just  what  part  of  the  whole  the  spot  saks  ordmarily 

constitute,  but  over  the  countiy  as  a  whole  they 
Spot  seldom  exceed  one-fourth  of  the  total.  Now  in 

Contract,    times  of  shortage  this  margin  between  the  total  pro- 

uction  and  the  contract  coal,  which  is  free^  to 
satisfy  the  spot  demand  is  greatly  restricted.  At  the  same  time 
the  number  of  consumers  desiring  to  purchase  spot  coal  increases, 
for  the  very  fact  of  the  shortage  usually  means  curtailment  of 
production,  and  the  operators  are  therefore  unable  to  meet  the 
quotas  cdled  for  by  their  contracts.  The  consumer  who  fancies 
himself  protected  by  lus  ccmtract  may  find  sudd^ily  that  to  supple- 
ment his  dwindling  receipts  he  must  enter  the  spot  market.  This 
brings  about  a  condition  in  which  the  ri^d  and  unyielding  demand 
for  coal,  sharpened  and  pointed  by  scarcity,  is  concentrated  upon 
a  narrow  margin  of  free  coal.  .  When  that  happens  the  price  is 
likely  to  rise  in  spectacular  fashion. 

The  eflFect  of  these  two  fundamental  principles,  the  inelasticity 
of  the  demand  for  coal  and  the  contraction  of  spot  tonnage  in 
times    shortage,  bring  it  about  that  even  a  shght  mal-a4justment 
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between  supply  and  requiiemraits  may  cause  a  very  great  increase 
inspotprice.   In  essence,  as  we  shaU  see,  this  is  what  has  happened 

in  the  year  1920.  •     i  •  a 

With  these  principles  in  mind  it  will  be  in  order  to  review  briefly 
the  facts  which  led  up  to  the  season  of  1980  with  its  high  prices 
and  complaints  of  shortage. 

CAUSE  OF  THE  SHORTAGE  OF  1920. 

On  the  day  of  the  armistioe  the  quantity  of  coal  in  storage  was 
about  68,000,000  tons,  the  greatest  in  the  history  of  the  country. 
In  building  up  so  Uirge  a  reserve  the  Fuel  Administration  wanted 
to  prevent  a  recurrence  of  the  suffering  of  the  preceding  wmter 
and  foresaw  a  progressive  dimmution  in  the  rate  of  production  as 
the  selective  draft  made  further  inroads  on  the  workmg  force  at 
the  mines.  Under  the  conditions  which  prevailed  after  the  armis- 
tice this  reserve  was  greatly  in  excess  of  that  actually  needed. 

The  winter  of  1918-19  proved  exceptionally  mild;  there  was  a 
bunness  reaction  following  the  war;  the  demand  for  export  had 
not  yet  set  in  in  force,  and  in  consequence  of  all  these  things  the 
market  for  coal  fell  c^.   When  the  Fuel  Administration  with- 
drew its  maximum  prices  on  February  1,  1019,  consumers  waited 
to  see  which  way  the  market  would  go.   la  some  districts,  luce 
the  smokeless  fields  of  Southern  West  Virginia,  where  the  price 
fixed  by  the  Fuel  Administration,  based  on  the  cost  of  production, 
had  ignored  the  premium  usually  brought  by  these  high  class  coals, 
the  price  rose  when  the  restraint  was  removed.    In  other  districts 
notably  the  Middle  West,  the  price  declined  materially. 
^''Bayero'  The  consume,  however,  were  not  satisfied  with  the 
Strike**    prices  offered,  even  though  ikey  were  trending  down- 
of  1919.    ^rard.  The  oonsumras  rranembered  the  days  of  cheap 
coal  before  the  war.  They  recalled  that  as  late  as  1915 
the  average  mine  reaUzation  on  all  bituminous  coal  was  only  $1.18. 
There  was  no  one  to  tell  them  that  the  increased  cost  of  matmals 
and  the  successive  wage  advances  of  April,  1916,  April,  1917,  and 
October,  1917,  had  so  increased  the  price  of  coal  that  a  return  to 
pre-war  prices  was  impossible.  There  were  no  accurate  data  then 
bdng  secured  by  iJie  Government  on  the  cost  of  production.  Had 
the  cost  figures  Deen  available,  as  th^  were  during  the  war  period, 
the  buying  public  would  have  known  that  the  prices  then  charged 
—in  the  Middle  West  particularly— were  down  to  a  minimum  and 
likely  to  increase  with  the  return  of  cold  weather.   Instead  of 
taking  advantage  of  the  low  prices  to  maintain  unimpaired  their 
reserves  against  the  following  winter,  consumers  held  off  and 
waited  for  the  price  to  drop.    Nor  was  advice  from  high  places 
wanting  to  confirm  them  in  this  conviction.    The  result  was  that 
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during  the  seccmd  quarter  ot  1919  the  mines  of  the  country  worked 
on  the  average  less  than  55  percent,  of  full  thooe,  or  in  other  words» 
about  26  hours  out  df  48  in  thdr  week.  In  some  (Ustricts  the  effect 
of  no  market  was  much  greater.   Thus  in  the  State  of  Illinois, 

during  the  months  of  April,  May  and  June,  1919,  the  average 
opportunity  to  work  oflFered  to  the  miners  by  the  operation  of 
mines  was  19  hours  out  of  the  week,  or  less  than  two  and  one-half 
days.  The  condition  of  the  discontent  produced  by  the  depres- 
sion of  the  industry  at  this  time  was  the  underlying  cause  of  the 
great  strike  of  1919.  Men  who  during  the  war  had  grown  ac- 
customed to  fairly  steady  work  at  the  existing  wage 
Gesierfa  oi  scal^  found  that  scale  inadequate  when  they  coum 
the  CmuJl  get  woA  at  best  for  only  three  days  a  week»  and 
Strike.        sometimes  could  get  no  work  at  all.    Out  in  Southern 

Illinois,  where  the  depression  was  severest,  the  strike 
was  born,  and  it  grew  directly  out  of  the  buyers'  strike,"  as 
someone  had  aptly  termed  the  reluctance  of  the  purchaser  to  take 
his  coal  in  customary  amounts. 

Not  until  August,  1919,  did  the  consumer  awaken  to  his  interest. 
The  market  then  b^an  to  improve  and  coal  to  move.  Aft^  the 
United  Mine  Workers  announced  their  demand  for  a  30-hour  week, 
and  an  increase  dF  60  j^r  emt  in  wag^a^  it  quickened  a^un.  And 
the  recovery  changed  into  a  mad  scramble  as  it  became  evident 
that  the  efforts  to  peaceably  adjudicate  the  controversy  between 
operators  and  men  were  unavaiUng.  With  preferential  car  supply 
furnished  by  the  Railroad  Administration,  production  during  the 
last  month  before  the  strike  broke  was  the  largest  in  any  October 
of  record.  These  last-minute  preparations  on  the  part  of  consumers 
had  increased  materially  the  reserves  on  hand  at  destinations,  but 
the  stock  was  still  short  of  that  necessary  to  cany  the  country 
through  a  protracted  industrial  struggle. 

Into  the  merits  of  that  controversy  I  need  not  enter.  Suffice  it 

to  say  that  for  a  period  of  from  one  to  six  weeks 
The  Great  production  ceased  in  fields  representing  about 
Bituminous  two  thirds  of  the  capacity  of  the  country.  The 
Strike.  loss  in  terms  of  tonnage  aprpoximated  26,000,000 

tons.  To  meet  the  emergency  the  maximum 
prices  of  the  war  period  were  restored  under  the  Lever  Act,  and 
the  Fuel  Administrator  delegated  to  the  Director-Genodi  ci 
Bailroads  the  power  to  leceiye  and  distribute  for  emagmcy  use 
the  coal  loaded  at  mines  which  continued  to  work. 

Had  the  loss  of  tonnage  been  generally  distributed  over  the 
country  it  would  have  been  serious  enough,  but  as  a  matter  of 
fact,  some  districts  were  much  harder  hit  than  others.  Operations 
in  the  Mississippi  Valley  ceased  entirely,  as  they  did  in  much  of 
the  Norths  Appalachian  region>  including  Ohio>  Pennsylvania) 
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Maryland  and  Northern  West  Virginia,  Thus  tiie  fields  supplying 
the  t^ritory  north  of  the  Ohio  and  Pobmiac,  and  east  of  the  Missis- 
sippi, in  which  is  concentrated  the  bulk  of  the 
Effect  on  manufacturing  business  of  the  country,  were 
Consumers'  peculiarly  affected  by  the  strike.  Increased  pro- 
Stocks,  duction  in  the  non-union  fields  of  the  Middle  and 

Southern  Appalachian  and  the  States  of  the  far 
Southwest,  could  not  make  up  for  the  shortage  in  the  Middle 
West  and  Northwest.  As  the  strike  progressed  the  reserves  in  the 
latter  areas  were  eaten  down  to  the  bom  and  during  the  last  days 
before  the  settlement  which  sent  the  men  back  to  work,  reports 
€d  physical  8u£tering  and  adbual  doj^ng  down  ot  pdants  tm  lade  of 
fttd  b^an  to  be  reemved. 

How  did  it  happen,  you  will  ask,  that  during  the  strike  and  the 
months  immediately  following,  there  was  on  the  whole  so  little 
distress  and  so  little  complaint  of  shortage  from  the  consumers? 
Because  the  production  recovered  swiftly  after  the  strike,  provided 
a  mobile  reserve  on  wheels  which  could  be  made  available  for 
emergency  use,  and  which  was  still  subject  to  allocation  by  the 
CSentral  Coal  Committee  set  up  by  the  Railroad  Administration. 
Because  abo  expcMfts  were  under  control  But  because  most  of  all 
the  spot  price  was  held  in  check  by  the  order  ti  the  Fudi  Adminbh 
tration  and  the  concentrated  bidding  of  anxious  consumers  upon 
a  narrow  margin  of  spot  tonnage  thereby  prevented. 

THE  YEAR  im 

The  year  1920  opened  with  production  at  a  high  rate.  In  fact, 
the  output  for  January  was  the  largest  in  any  January  of  history. 
The  weekly  rate  was  sufficient  to  meet  the  currmt  lequiremaits 
in  view  of  the  limitations  on  exports,  and  to  permit  a  slow  accumu- 
lation ol  ecasumm'  stocks.  To  those  who»  looking  fwward,  at- 
tempted to  foresee  deydopments  of  1920,  it  was  dear  that  the  coal 
industry  had  before  it  a  considerable  task.  Business  was  active, 
the  foreign  demand  feverish,  and  the  requirements  for  week-to- 
week  consumption  therefore  large.  In  addition,  1920  would  have 

to  produce  enough  coal  to  build  up  the  depleted 
Deficit  reserves,  in  some  regions  well  nigh  exhausted  by 

Inherited  by  the  strike.  This  double  duty  of  providing  for 
19i20*  euirent  ccmsumption  and  reaccumulating  the  nec- 

essary reserves  made  it  apparent  that  the  1920 
requiranaits  would  be  large.  There  was  no  reascm  to  eqpect  that 
they  would  equal  those  of  1918  wh^  in  addition  to  meeting  the 
wartime  consumption,  some  30,000,000  tons  were  put  in  storage. 
But  it  was  very  clear  that  they  would  exceed  the  production  in 
1919,  when  because  first  of  the  buyers'  strike,  and  later  because  of 
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the  miners'  strike,  the  output  fell  far  short  of  consumption  It 
seemed  more  reasonable  to  expect  that  the  requirements  for  1920 
^Sd  b^^^eighboAood  ot  tke  550,000,000  tons  produced 

In  the  meantime  the  controversy  between  miners  ^d  OF»erators 
was  before  the  Bituminous  Coal  Commisaon.  In  the  middte  c* 
March  the  Commission  announced  its  decision,  award^  a  1^ 
increase  of  approximately  27  percent,  which  included  the  14  per- 
cent, previously  granted  by  the  Fuel  Administrator.  The  operators 
who  h»d  undertaken  to  absorb  the  14  percent,  advance  without  an 
increase  in  the  maximum  prices,  declared  themselves  unable  to 

absorb  the  advance  of  87  percent,  and  m  order  to 
Withdrawal  make  posable  the  necessary  readjustment  of  prices 
of  Maximum  the  Government  maxima  ^^^^T^'^^^ 
Prices.  tive  March  31.  At  the  tmie  this  dmswrn  was 

announced  the  prospects  for  steady  and  Jar^  pro- 
duction appeared  bright.  Storms  of  unusual  seventy  'n  February 
had  resulted  in  a  severe  car  shortage  at  the  mines,  but  by  the  end  of 
March  the  transportation  system  was  agam  functionmg  about  as 
usual  and  in  the  last  week  of  that  month,  just  before  the  prices 
TOTlifted  a  production  of  11,000,000  tons  was  attained,  a  fau; 
performance  for  that  seasrai  of  the  year.  ,a*u«*iUo«.K 
The  order  lifting  the  prices  had  been  issued  on  the  19th  of  March, 
to  take  effect  at  midnight,  March  81.  Oa  Apnl  1  occuficd  an  m- 
expected  event  which  was  to  affect  profoundly  ^f,  f^f, 
The  miners'  strike  had  been  an  internal  quarrel  withm  the  mdus- 
tiy.  The  outlaw  switchmen's  strike  of  April  1  was  entirely  b^rond 
^  control  ot  the  coal  industry,  but  it  curtailed  production  of  coal 
far  more  severely  than  if  the  same  number  of  miners  had  stopped 
workinir.  The  miners'  strike  of  1919  gave  ample  warnmg.  The 
switchmen's  strike  broke  without  a  agn  of  warning.  The  struggle 
which  followed  between  the  switchmen  and  the  railroads  resembled 
guerilla  warfare  more  than  an  organized  strdce.  It  waa  qaoradic, 
local,  breaking  out  only  to  be  settled  and  to  break  out  somewhere 

else.  After  a  week  or  so  the  papers  practia^y 
The  ignored  it,  but  to  those  who  were  watching  traffic 

Switchmn's  it  was  apparent  that  the  switchmen  s  strike  re- 
Stiike.  mained  the  dominating  feature  of  the  situation 

for  the  B«rt  ten  weeks.  Almost  every  important 
rail  ffatewav  and  junction  point  from  Kansas  City  and  St.  Louis, 
Tast'to  SdSpL  and  iW  York,  was  affected.  The  effect  on 
the  production  and  distribution  of  coal  was  mmediate  ^d  f ar- 
reachmg.  Your  investigations  have  no  douU  brought  out  the 
absolute  dependence  of  the  coal  producer  on  teBiisportetion. 
Storage  at  the  mine  is  impossible,  practically  speafang,  and  w  of 
no  advantage  to  the  consumer,  who  wants  coal  m  his  bin,  not  in 
the  moHBt2n8  of  West  Virginia.  A  mme,  therefore,  runs  only 
when  cars  are  avaih^' 
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No  sooner  were  the  rail  gateways  clogged  with  freight  than  delays 
in  tiie  placing  empty  cars  at  the  mines  brought  about  the  most 
acute  car  shortage  in  history.  During  the  welsk  of  April  17  the 
working  time  at  the  mines  averaged  omy  48  perorait.  m  full  time. 
Production  fell  to  8  or  9  million  tons  a  week,  and  throughout  the 
month  of  April  and  most  of  May  the  weekly  rate  of  production 
was  less  than  the  current  consumption  plus  the  exports.  At  the 
same  time  coal  already  loaded  into  cars  was  held  up  and  prevented 
from  reaching  the  consumers.  Consumers  of  coal  were  therefore 
compelled  to  draw  upon  their  already  depleted  stocks,  which  had 
not  yet  recovered  from  the  strain  of  the  coal  strike  of  the  year 
before.  The  ^ect  of  the  switchmoi's  strike  was  peoiliari^  dis- 
astrous because  it  was  concentrated  in  that  area  north  ni 
the  Ohio  and  the  Potomac  and  east  of  the  Mississippi  which  had 
borne  the  brunt  of  the  bituminous  coal  strike.  A  count  of  the 
consumers*  stocks  made  by  the  Geological  Survey  in  cooperation 
with  the  Bituminous  Coal  Commission  showed  that  on  June  1 
commercial  consumers  had  on  hand  only  20,000,000  tons,  the 
lowest  figure  on  record  during  the  period  ov^  which  our  data  con- 
ceming  stocks  ezt^ds. 

The  result  was  a  ccmdition  of  stress.  Many  ccmsumers  were  act« 
actually  short  of  coal,  and  many  others — partieularly  the  publk; 

utilities — hard  hit  by  the  sharply  increased  price.  The 
Effect  Interstate  Commerce  Commission,  pressed  to  use  its  new 
on  Coal  power  under  the  Transportation  Act,  finally  declared 
Supply*  that  a  condition  of  emergency  existed  and  on  the  20th 
day  of  May  issued  its  Service  Order  No.  1,  designed 
to  overcome  the  congestion  and  ei^dite  traffic.  In  my  opinion 
that  declaration  oi  an  emergency  was  justified  by  the  facts.  The 
Geological  Survey  in  its  weekly  reports  and  other  statements  <m 
the  coal  supply  issued  during  that  pmod  scrupulously  re£rained 
from  the  use  of  the  words,  ** shortage  of  coal,"  trusting  that  the 
facts  concerning  production  and  supply  would  speak  for  themselves. 
Now  that  the  condition  is  a  matter  of  history,  so  far  as  the  bitumi- 
nous market  is  concerned,  it  is  perhaps  permissible  for  me  to  inter 
pret  the  data  then  presented.  There  were  not  Wlci^ig  at  that 
time  those  who  denied  the  existence  of  a  shortage,  and  predicted 
that  the  output  during  the  remainder  of  the  year  would  make  good 
the  d^Bdiency.  The  fact  that  the  deficienqr  has 
Reality  since  then  been  largely  made  up  does  not  alter  the 
of  the  reality  of  the  shortage  which  existed  in  the  spring  and 
Shortage,  summer.^    It  was  not  indeed  as  acute  as  the  shortage 

of  the  winter  of  1917-18:  there  were  relatively  few 

I)lants  which  actually  shut  down  for  lack  of  coal,  but  stocks  were 
ow  and  the  consumers  knew  it.  Deliveries  on  contracts  were 
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inadequate  to  meet  the  current  requirements  of  many  plants  which 
were  therefore  forced  to  enter  the  spot  market.  Some  unscrupu- 
lous operators  took  advantege  of  the  situation  by  neglectmg  theu- 
contracU  and  applying  on  the  spot  marlwt  the  limited  tonnage 
they  were  able  to  load  with  the  cristing  car  supidy.  '^e  mal- 
adjustment  between  supply  and  requirements  was  si^awiUy 
great  to  bring  about  that  very  sky-rocketing  of  price  which,  I  ^ve 
pointed  out  earlier,  is  likely  to  occur  when  the  rigid  and  unyieldmg 
demand  for  coal  is  concentrated  on  the  narrow  margin  of  free  coal 
available  in  a  time  of  scarcity.  To  make  matters  worse,  an 
export  demand  of  unheard-of  mtensity  suddenly  developed,  and 
to  the  growing  ansdety  of  domestic  oonsumeES  was  added  the 
bitterness  of  Europe's  need  test  coal. 

The  resultmg  situation  may  be  likened  to  what  happens  after 
a  great  disaster  resultmg  from  an  act  (tf  God.  After  a  &ii  Fran- 
cisco earthquake  the  customary  restrainta  of  organised  society 
break  down.  The  lawless  element  is  imchained.  A  condition  of 
near-riot  results,  and  to  restore  order  the  application  of  martial 
law  is  necessary.  Consumers  unable  to  obtain  the  coal  they 
needed,  and  uncertain  when  the  congestion  of  transportation  caused 
by  the  switchmen's  strike  would  end  and  permit  the  resumption 
of  normal  coal  dbipments,  bid  against  one  another,  sometimes 

against  thconselves.  Prices  rose  at  the  mines,  on  the 
Effect  on  jobber*s  market,  at  the  retail  dealers*  yar<Js.  At  the 
Prices       point  of  consumption  they  rose  100,  «00,  800.  400, 

or  even  500  percent,  above  the  Fuel  Administration 
prices.  They  bore  in  many  instances  no  relation  whatever  to  the 
cost  of  production.^ 

1  That  a  condition  of  shortage  existed  on  June  1,  1920.  is,  I  think,  shown  by  the 


following  statement  of  production:  vr  ».  t 

Soft  coal  mined  in  7  month*  ended:  JS? nni^^^n 

SSgS-Sl?  :::::::::::::::::::::::::  SSS 

si  1918   322,000.000 

S^lli  1919  :   261,000.000 

_  Kill: S::::::::::::::::::::::.  .  aeswooo 


You  will  note  that  the  output  in  the  seven  months  preceding  June  1,  1920,  wm: 

31,000,000  tons  short  of  1916 
47,000,000  tons  short  of  1917 
54.000,000  tons  short  of  1918 
7,000.000  tons  ahead  of  1919 
Now  it  meus  veiy  Httle  that  1910  was  ahead  of  1919,  for  m  that  year  the  stocks 
on         wm  millions  of  tons  above  normal.    Neither  does  it  mean  a  great  deal 
that  1980  was  54.000,000  tons  behind  1918.  for  in  that  year  25,000.000  tons  excess 
stock  was  being  accumulated.    But  I  think  It  very  significant  that  1920  was  so 
far  behind  1916  and  1917,  for  the  combined  export  and  domesUc  demand  tliiB 
season  has  been  just  about  equal  to  the  1916-17  average.  ^ 

«  At  this  pomt  it  is  necessary  to  call  attention  to  the  fact  that  only  a  portion  of 
the  tonnage  of  coal  moving  at  the  time  was  sold  at  th^  mices.  T^ebuUt  of  ^ 
remained  as  before,  under  contract  at  prices  negotiated  before  tHe  sbortage  was 
foreseen. 
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You  have  in  the  investigations  conducted  by  your  Committee 
first-hand  knowledge  of  these  extravagant  prices,  and  I  need  bring 
to  your  attention  no  specific  instances,  as  mdeed,  I  have  no  informa- 
tion coneming  them.  The  suggestion  I  wish  to  make  is  that  thwe 
high  prices  were  inherent  in  the  situation.  It  attracted  swarms  ot 
speculators,  a  flock  of  "snow-bird"  jobbers  and  operators  with  no 
permanent  capital,  no  past  losses  to  recoup,  and  no  sense  of  re- 
sponsibility for  the  good  name  of  the  industry.  Doubtless  there 
were  also  many  unscrupulous  operators,  jobbers,  and  retailers  who 
ddibcrately  took  advantage  of  the  situation  to  gouge  the  con- 
sumer, but  for  the  most  part  the  producers  and  dealers  in  coal 
weie  ddbg  what  any  other  class  of  American  business  men  would 
have  done.  Many  a  jobber  and  retailer  caught  in  the  upward 
movement  of  prices  lost  mon^,  and  no  individual  could  hope  by 
abstaining  from  accepting  the  prices  offered  him  by  the  Cjwa- 
sumers  to  materially  check  the  upward  movement  of  price.  The 
question  as  to  whether  or  not  the  men  in  the  coal  trade  who 
accepted  those  large  prices  are  culpable  turns  on  the  public's  con- 
ception of  the  coal  business.  Were  the  production  and  distribu- 
tion of  coal  regarded  as  a  pubhc  utiUty,  Uke  the  railroads,  it  would 
be  within  the  accepted  power  of  the  pubhc  to  control  prices.  But 
so  long  as  we  leof^^iiize  the  mining  and  distribution  of  coal  as  a 

f>rivate  business,  such  regulation  is  ndither  possible  under  esdsting 
aw,  nor  sanctioned  by  prevailing  concepti<ms  of  the  Government's 
relation  to  business.  , 

Twice  before  in  recent  times  such  a  condition  of  disorder  and 
confusion — such  as  a  San  Francisco  "earthquake" — has  arisen  in 
the  coal  industry.  The  first  was  the  period  beginning  late  in  1916 
and  extending  to  early  1918.  The  second  was  the  period  of  the 
great  bituminous  strike  of  November,  1919.  On  both  of  these 
oocasdons  the  Government  did,  as  it  were,  proclaim  martial  law,  the 
first  time  afta-  obtaining  from  Congress  special  emergency  I^isla- 
tion  in  the  shape  <rf  the  Lever  Act,  the  seocmd  time  by  a  resort  to 
this  war  emergency  legislation  after  the  war  was  over,  in  all  but 
name. 

In  my  opinion  it  is  only  by  methods  analogous  to  the  proclama- 
tion of  martial  law  that  the  rise  in  coal  prices  in  times  of  scarcity 
can  be  prevented  for  under  our  present  notions  of  what  is  fair  and 
reasonable  in  organization  to  control  prices  within  the  trade  it  is 
impossible  for  the  piodnoero  and  distributors  to  effectively  bold 

themindieck.  m  i. 

Thioughout  the  ponod  of  high  prices  from  April  to  Noveinber 
the  dominant  cause  limiting  output  has  been  tnuufKWtatkm. 
Weekly  reports,  received  by  the  Geological  Survey  from  operators 

representing  more  than  half  the  tonnage  in  the  country,  show  that 
except  for  occasional  strikes,  the  thing  that  has  prevented  supply- 
ing coal  desired  by  consumers  has  been  lack  of  transportation. 
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Expressed  in  terms  of  the  full  time  of  these  mines,  the  loss  of  work- 
ing time  attributable  to  transportation,  week  by 
Transporta-  week,  ranged  from  50  to  20  percent.  Having 
tion  the  determined  that  lack  <rf  transportation  was  the 
lifniting  hmiting  factor  tlffoughout  this  period,  we  must 
Factor.  bear  in  mind  that  the  carriers  were  laboring  und^ 

enormous  difficulties  over  which  they  had  no  con- 
trol. It  was  not  their  fault  that  the  miners  had  struck,  and  to 
expect  them  to  provide  cars  to  make  up  overnight  the  26,000,000 
tons  lost  through  that  strike  was  to  expect  the  impossible.  Neither 
were  they  free  to  deal  with  the  switchmen's  strike.  No  settlement 
of  the  switchmen's  strike  could  be  effected  until  the  Railroad 
Labor  Board  had  announced  its  decision,  a  decision  which  was  not 
rendered  until  midsummer.  Moreover,  in  examining  the  figures 
of  transportation  loss  rq>orted  by  the  mines,  it  must  be  lem^bered 
that  the  soft  coal  mines  €i  the  country  are  developed  far  in  excess 
of  any  possible  demand  for  their  output.  They  have  a  present 
capacity  of  something  like  800,000,000  tons  a  year  when  the  most 
the  country  was  ever  able  to  absorb  was  579,000,000  tons  (in  1918). 
Thus  as  long  as  the  demand  was  present  as  it  was  throughout  this 
period*  the  mines  continued  to  ask  for  cars  up  to  the  limit  of  their 
capacity,  but  had  the  cars  been  furnished  for  only  a  few  weeks  at 
the  rate  asked  f  or»  the  defidt  in  stocks  would  have  be^  filled,  the 
market  would  have  hem  biok^  and  instead  of  car  shortage,  the 
mines  would  have  been  reporting  lack  orders  as  the  cause 
limiting  output. 

The  subsequent  developments  in  the  bituminous  situation  have 
no  doubt  been  brought  out  at  the  hearings  of  your  Committee. 
Thanks  in  part  to  the  service  orders  issued  by  the  Interstate  Com- 
merce Commission,  in  part  to  the  joint  efforts  of  the  operators  and 
the  Committee  of  Railroad  Executives,  and  very  laigely  to  the 
cooperation  of  labor,  the  production  d  coal  has  been  steadily  in- 
creased since  the  profound  depression  of  last  April 
Measureato  and  May.  The  month  of  October,  1919,  wiU 
Increase  stand  as  one  of  the  periods  of  heavy  output  of 
Production,    recent  years.    For  six  consecutive  weeks  the  daily 

rate  of  production  was  well  above  the  line  of 
12,000,000  tons  a  week.  The  production  for  the  week  ended 
December  4  promises  to  be  12,750,000  tons,  a  figure  which  has 
been  exceeded  but  four  times  in  the  history  of  the  country.  The 
total  output  since  January  1  now  stands  at  612»500,000  tons  and 
suggests  that  by  the  cmse  of  the  year  production  may  reach 
550^000^000  tons,  the  mark  attained  in  1917.  How  is  it  possibfe, 
you  may  ask,  that  with  so  large  a  total  output  for  the  year  there 
was  yet  a  time  of  shortage?  The  answer  is  that  the  output  was 
not  available  when  needed,  and  that  the  consumer  had  no  assur- 
ance that  it  would  be  forthcoming.   The  cumulative  effect  of 
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three  unexpected  occurrences,  the  bituminous  coal  strike,  the 
storms  of  February,  1920»  and  the  switchmen's  strike— had  cut 
into  the  normal  output  of  coal  by  something  like  40,000,000  tons. 
Hie  constantly  increasing  producticm  attiuned  since  that  period 
has  not  yet  suflSced  to  overcome  entirely  the  deficit  in  stocks 
created  by  these  three  occurrences. 

That  the  deficit  is  being  overcome  is  shown  by  the  declining 
prices  reported  from  practically  all  districts.  When  prices  will 
strike  bottom  depends  more  than  anything  else  on  the  rate  of 
output  in  the  next  .few  weeks.  Granted  no  further  interruptions, 
before  many  weeks  are  passed  we  shall  have  a  condition  of  relative 
oyeipupply  of  soft  coal,  with  many  mines,  especially  in  the  Idjssis- 
sippi  Vidley,  dosed  down  for  lack  of  orders. 

The  subject  of  anthracite  and  the  other  questions  raised  by 
your  Secretary's  inquiry  will  be  taken  up  in  a  later  communica- 
tion. 

Yours  very  cordially, 

Gso.  Otis  Smith, 

Diieetor. 


NoxB.— j^ce  Mr.  Smith's  letter  was  wnttm,  the  bitummous  coal 
shortage  has  cleared  up  to  sadi  an  extent  that  many  miaee  hmre  been 
forced  to  shut  down  for  one  or  more  days  a  week,  thioagh  lack  of  market* 
while  priceg  have  drof^^  to  aiEtreoiely  low  lovete  in  every  field. 
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